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FEDERAL RESERVE BOARD
The Federal Reserve Board recently proposed rules on the complex subject of implementing new limits on the issuance of bankers' acceptances (see the 2/7/83
Fed. Reg., pp. 5750-51). Bankers’ acceptances are advance payments to an
exporter of an amount due on exported goods. Limits on their issuance
are contained in the Bank Export Services Act, Title II of the Export Trading
Company Act, which allows bank holding companies to invest in export trading
companies for the first time. The latest proposals, issued 2/1/83, also
clarify the Fed's rules on "eligible" bankers' acceptances and impose reserve
requirements on all "ineligible" bankers' acceptances. Last month, the Fed
proposed rules which will govern bank holding company investments in ETC
subsidiaries. Those rules will set application, capital and collateraliza
tion requirements for holding companies investing in or setting up an ETC.
The Fed's bankers' acceptances proposals implement the portion of the ETC
Act which allows member banks to issue bankers' acceptances up to 150 percent
of built-up capital and surplus of the institution without prior approval
from the Fed. The Fed retains discretion to raise the amount to 200 percent.
These new limitations also apply to U.S. branches and agencies of foreign
banks, but not to non-member domestic banks. Besides implementing the new
law, the proposal also clarifies what limits apply to eligible and ineligible
bankers’ acceptances. Eligible acceptances are those that have a maturity
of less than six months and grow cut of trade involving exporting, importing
or domestic shipment and storage of goods. Acceptances are ineligible if they
do not meet that standard. The clarification covers participations in bankers'
acceptances and what limits apply to such participations. A participation is
a sale of all or part of the acceptance to another financial institution.
SECURITIES AND EXCHANGE COMMISSION

The Securities and Exchange Commission recently announced a revision of the posi
tion of the Division of Investment Management (the "Division") taken in In
vestment Company Act Release No. 10666, 4/18/79, regarding registered investm ent companies entering into fully collateralized repurchase agreements with
a broker or dealer. The announcement states that the Division is imposing
an additional condition to its "no-action" position that will require in
vestment company boards of directors to evaluate the creditworthiness of the
brokers or dealers with which they propose to enter into repurchase transactions
Further, the Commission announced the view of the Division that the director
of money market funds using the amortized cost or penny rounding method of
portfolio valuation, pursuant to a Commission exemptive order or proposed
R u l e 2a-7, if adopted, are required to evaluate the creditworthiness of all
entities, including banks and broker-dealers, with which they propose to en
ter into repurchase agreements. The Division believes that this action is
appropriate in order to help ensure that investment companies will avoid en
tering into repurchase transactions with parties that present a serious risk
of becoming involved in bankruptcy proceedings. The statement of staff posi
tion is contained in Release No. IC-13005 and is effective 2/2/83. For addi
tional information contact W. Randolph Thompson at 202/272-3016.
SEC Chairman John S.R. Shad testified on behalf of a SEC 1984 budget request of
$91,935,000, in a 2/8/83 hearing before a House of Representatives Appropria
tions Subcommittee. Accompanied by all of the SEC's Commissioners, newly
appointed Executive Assistant John S. Daniels, all Division Directors, and
•the SEC's Chief Accountant, A. Clarence Sampson, Chairman Shad explained the
need for the budget request which is three percent more than the current
continuing resolution. Highlighting the Commission's results for the fiscal
year which ended on 9/30/82, Shad stated that the SEC "brought 31 percent
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advisor inspections, processed eight percent more broker-dealer reports and
handled five percent more full disclosure filings than in fiscal 1981 with
five percent less personnel." He continued, "Registration and other fees
offset 94 percent of the Commission' s $83 million budget, as compared with
81 percent in fiscal 1981. The following were records - or the highest
level in several years, despite significant personnel reductions over the
years: 251 enforcement cases were brought, 1,065 investment company and
advisor inspections were conducted, 6,599 broker-dealer reports and 65,000
full disclosure filings were received, and $78 million of registration and
other fees were collected. The Commission also processed about 17,000 public
complaints." The staff, according to Chairman Shad, was 1,882 and the lowest
level in several years.
In the area of self-regulation, Shad explained that additional personnel
reductions, in the order of six percent for 1984, will require a greater re
liance on private sector self-regulation. As an example, he stated that
"under the auspices of the American Institute of Certified Public Accountants,
the 428 accounting firms which audit over 90 percent of publicly owned corpor
ations are now on a three-year peer review cycle. The purpose of these re
views is to assure high auditing standards. They also ’pay' for themselves
by reducing auditors' risks of liabilities to those who rely on their audits.
These reviews are carefully monitored by the Office of Chief Accountant." Sub
committee Chairman Neal Smith (D-IA) and some Members of the Subcommittee
praised the accomplishments of the SEC, but continued to question the ability
of the SEC to maintain current performance levels in light of the Commission's
1984 budget request. Rep. Joseph D. Early (D-MA) assumed the Subcommittee
Chair temporarily at the departure of Rep. Smith and requested detailed
written answers to certain questions. Rep. Early wanted to see a copy of the
original SEC budget request to the Office of Management and Budget. He also
wanted to know how the anticipated SEC reductions will be effected and what
was to be the impact of these reductions on enforcement and the ability of
the SEC to assist small business. The Commission agreed to supply the infor
mation as soon as possible. Rep. Early also expressed some skepticism about
the accounting profession's self-regulatory program, stating that "no one can
audit themselves." Chairman Shad responded that there was effective oversight
by the SEC's Office of the Chief Accountant. Shad also praised the Public
Oversight Board. The new result, according to Shad, was a "big improvement."
In a related matter, the Energy & Commerce Subcommittee on Telecommunica
tions, Consumer Protection and Finance, will be holding a SEC hearing on 2/15/83.
Hie purposes of the hearing will be to discuss a SEC authorization bill and to
conduct a general oversight hearing. SEC Chairman John S.R. Shad is scheduled
to be present.
TREASURY, DEPARTMENT OF
The Internal Revenue Service recently alerted taxpayers that the 1982 Form 2555,
Foreign Earned Income, has been revised to reflect changes made in the tax
law affecting the federal income tax treatment of U.S. citizens and U.S.
resident aliens living and working abroad in IRS News Release IR-83-20. The
changes were made by the Economic Recovery Tax Act of 1981 (ERTA) and apply
to tax years beginning after 12/31/81, the IRS said. ERTA eliminated the
hardship area camp exclusion and the exclusion of income earned by employees
of charitable organizations. Instead, qualified individuals now may choose
to exclude from gross income up to $75,000 of their foreign earned income.
The deduction for excess foreign living costs also has been eliminated.
Qualified individuals, however, may choose to claim the housing exclusion or
the housing deduction, in addition to the foreign earned income exclusion.
ERTA also reduced the amount of time a taxpayer is required to live in a
foreign country to qualify for either of the exclusions or the deduction under
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the physical presence test. Previously, a taxpayer had to live in a foreign
country for at least 510 full days during any period of 18 consecutive months
to meet the physical presence test. Now a taxpayer must live in a foreign
country for at least 330 full days during any period of 12 consecutive months.
The time requirements for qualifying under the bona fide residence test,
however, have not been changed.
The 1982 annual reporting Form 5500 series for pension and benefit plans has
been issued by the IPS, the PBGC and the Labor Department. Form 5500-G,
used by church and government plans, no longer needs to be used by those
plans and is therefore not included in the new series. The 1982 series
includes forms for employee plans with more than 100 participants, with
less than 100 participants, for sole proprietorships and partnerships,
as well as schedules on insurance and actuarial information. Changes to
the forms include a cautionary note on penalties for late filing, a require
ment of additional information in the event of plan termination and a new
line to reflect whether pension plans include cash or deferred arrangements
under IRC Section 401(k).
WHITE HOUSE
The President's Private Sector Survey on Cost Control held its first public
meeting on 2/4/83 and selected a subcommittee to review the recommendations
of its 36 task forces. PPSSCC Chairman J. Peter Grace predicted that the
all-volunteer group will complete its work by May and make approximately
3,000 recommendations of ways the government can save "tens of billions of
dollars." Draft task force reports covering the work of 60 departments and
agencies have been prepared, but not yet made public. The reports will be
released prior to a series of still unscheduled public meetings to be held
beginning in early March. According to Mr. Grace, the reports are now being
"reconciled" to deal with conflicting and overlapping conclusions.
SPECIAL;

SENATOR HEINZ REINTRODUCES FCPA AMENDMENTS

Amendments to the Foreign Corrupt Practices Act were introduced as S.414 by
Sen. John Heinz (R-PA) on 2/3/83. The "Business Accounting and Foreign
Trade Simplification Act" is identical to legislation which passed the Senate
in November 1981 as S.708. According to Sen. Heinz in his introductory
remarks, "Present law defines the company-agent relationship by making the
company liable if it knows or has reason to know that the agent has made a
corrupt payment. The reason-to-know language has been the source of the
greatest uncertainty, complicated by the absence of useful guidance from
the SEC or the Justice Department as to what the term might mean. This has
lead to assertions of breadth of coverage which themselves are breath taking
and which would totally cripple U.S. corporate activities in certain countries,
were the law aggressively enforced that way." Sen. Heinz went on to say, "In
the accounting section, present law potentially makes a corporation liable
for the smallest accounting error - whether material or not, whether intentional
or not, whether related to a corrupt payment or not. In fact, as the legis
lative history of this section makes clear, it is not an anticorruption sec
tion at all, but rather broad authority for the SEC to prosecute books and
records errors."
SPECIAL:

HOUSE BANKING COMMITTEE HOLDS HEARING Of IT7TERNATIONAL FINANCIAL PROBLEMS

The fourth in a series of House Banking Committee hearings on "international
financial problems and the role of U.S. banks" was concluded on 2/9/83, with
the appearance of three private economists including C. Fred Bergsten, a
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former U.S. Treasury official during the Carter Administration. Committee
Chairman Fernand St. Germain (D-RI) has been examining the role of U.S. banks
in light of Administration support to increase the lending authority of the
International Monetary Fund (IMF). During a hearing on 2/8/83, St. Germain
stated "for the sake of assuring an early passage of an IMF bill some suggest
that we swallow this Alice in Wonderland version of the performance of U.S.
banks. This Committee has a responsibility to do more than simply paper
over bank and regulatory errors." He was critical of U.S. bank lending
activities to nations which are currently experiencing a "liquidity problem"
and stated that he doubted "seriously that the worldwide lending problems
of U.S. banks can be solely attributed to faulty forecasts about general
economic conditions, any more than the head-over-heels involvement of money
center banks in Penn Square can be traced to incorrect analysis of oil and
gas prices alone." Witnesses during these hearings included former Secretary
of the Treasury G. William Miller and the Chairman of the Federal Reserve
Board, Paul Volker. Most witnesses, including the panel of economists on
2/9/83, believe that additional IMF funding is a necessity. Some members of
the House Banking Committee have been in disagreement. It has been their
stated belief that such an increase in IMF funding is a "bail-out” for U.S.
banks. One member stated that this was an attempt to "socialize" the banks
potential losses in some foreign countries, while at the same time, allowing
them to "privatize" their profits. Rep. Charles E. Schumer (D-NY) suggested
that in return for increased IMF assistance, the banks must be willing to
provide more disclosure. The Senate Banking Subcommittee on International
Finance has scheduled hearings on the subject during the week of 2/14/83.

SPECIAL: VICE PRESIDENTS TASK GROUP SISKS COMMENTS ON REGULATION OF FINANCIAL SERVICES
The Task Group on Regulation of Financial Services, chaired by Vice President Bush,
recently issued a request for public comments on problems within the current
system of federal regulation of financial institutions and services (see the
2/7/83 Fed. Reg., pp. 5704-07). The Task Group,which includes, among others,
the Secretary of the Treasury, Attorney General, Director of 0MB, chairman
of the Council of Economic Advisors and representatives of various agencies,
intends to complete its review of the current regulatory system and report to
the President within a period of approximately nine months. In order to gather
information and encourage public participation, the request for comments focuses
on a number of major topics for discussion. These major issue areas include,
among others, differential treatment, excessive regulatory controls, overlap
and duplication, agency responsiveness and overlap and conflict between state
and federal requirements. Comments are requested by 3/14/83. For additional
information contact Richard Breeden at 202/456-6445.
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For additional information, please contact Jim Kovakas, Gina Rosasco,
Nick Nichols or Kathee Baker at 202/872-8190.
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